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All Values in US$ Million Exchange Rate: 

Unless Otherwise Stated 1972: $1.00 = 250 FMG 
1973: $1.00 = 240 FMG 
1974: $1.00 = 240 FMG ile 


KEY ECONOMIC INDICATORS 


A B Percent Change 


C-Corresponding 
1972 1973 Statistic B 2/ 


GDP at current prices 1,102.8 1,167.9 
Per Capita GDP at current prices 146.5 150. 


Money Supply 200.2 312. 
Interest rate: 

Commercial Bank average (short & medium T) 12.75% 12.75% 
Bank deposits 151. 162. 
Central Government Budget Expenditures 169.2 165.0 
Cost of Living Index: 

Malagasy (July 1972 - 100) ( 


Production Major Agr., Mfg, Mng. Items: 
Rice (1000 Metric tons) 


»+AC 
1; 03 


Graphite (Metric tons) 16,155 135,963 Liscou 
Chromite (Metric tons) 111,770 157,714 155,874 
Cement (Metric tons) 4,177 9,863 1,447 
Textiles (1,000 meters ) 65,010 66,029 0,617 
Paper, finished (Metric tons) S191 5,469 3,02 

Tobacco products (Metric tons) 3,170 4,357 3, 551 
Refined petroleum products (M3 57,5135 745,91 732,061 
Electricity production (1000 Kwh 215,90). Gels 

Foreign Trade: 


Total Exports, FOB 167.4 186.5 225.9 
Exports to U.S. 2 Deen 59.9 
Total Imports, CIF 207.0 1 


Imports from U.S. 


Main Exports to U.S. (1974) - (Value in million US$): 

Coffee, 24.6; Vanilla, 10.6; Sugar, 6.6; Fish, 5.1; Essential oils, 4.6; 
Cloves, 3.4; Graphite, 0.6; Shellfish, 0.4. 

Main Imports from U.S. (1974) - (Value in million US$): 

Rice, 9.7; Animal oils and fats, 1.5; Construction and mining machinery, 0.73 
Telecommunications equipment, 0.6; Agricultural machinery, 0.5. 


1/ Fluctuating exchange rate averaged approximately $1.00 = FMG 240 during 1974, but 

a declined during last months of the year. On Dec. 31, 1974, rate was $1.00 = FMG 221; 
rate May 30, 1975 was $1.00 = FMG 198. 

2/ Percentage changes based on dollar values. 3/ Estimates. 





SUMMARY 


1974 was a good year for agricultural and industrial production 
in Madagascar, which rose 15-20% and paced the economy to a 
recovery from depressed conditions prevailing in 1972 and 

1973. Soaring payments for imports of rice and oil, however, 
far outstripped a 20% rise in exports, leading to a large 
foreign exchange deficit. The Government's finances also 
experienced mounting difficulties, causing a sharp cutback 

in projected expenditures on development. 


Since 1972 the Government has pursued a policy of rapidly 
enlarging its control over and direct participation in the 
economy. A number of sectors are now reserved exclusively 
for the state, or for state-dominated enterprise. Partly 
as a result, new private investment in Madagascar has been 
very limited. The new Military Directory which smoothly 
took power following the assassination of the former Chief 
of State in February 1975 has yet to define its economic 
policies in detail, but has declared it is prepared to 
collaborate with businessmen who respect its objectives. 
At present, the Government is giving itensified emphasis 
to a program to develop the traditional rural village councils. 


For American exporters, Madagascar offers limited but 
worthwhile opportunities, particularly in the fields of 
construction and mining equipment, agricultural and live- 
stock equipment, and light machinery for food processing, 
textile, and metal-working industries. What has been one 
of the largest obstacles to increased U.S. exports to 
Madagascar --tariff preferences granted to imports from 
the European Community-- are expected to be abolished 
soon. As a result of the recent depreciation of the dollar, 
most U.S. exports are now highly price competitive in the 
Malagasy market. 


Over the next few years Madagascar's agriculture-based 
economy is expected to experience only modest overall 

growth. If present trends continue, however, the country 
should become self-sufficient in basic foodstuffs by 1977, 
and over the longer run has potential to become a large 

scale exporter of foodstuffs and raw materials. 

The Malagasy Government has encouraged inquiries by potential 
investors, but incentives offered to private foreign invest- 
ment have been inadequate. If the new Government should 
further clarify its investment policy, potential for mutually- 
beneficial private foreign investment may well exist in some 
sectors, notably petroleum explorating and mining. 


CURRENT ECONOMIC SITUATION AND TRENDS 


1974 A Good Year for Agricultural Production and Industry 


After suffering depressed conditions in 1972 and 1973, the Malagasy economy 
staged a recovery in 1974, paced by a substantial rise in agricultural pro- 





tile 


duction and the value of several key exports. Favored by good weather, the 
output of rice, the key staple of the Malagasy economy, is estimated to have 
increased 14%. Exports - - mainly coffee, cloves, vanilla, and meat - - 

rose from $186 million to an estimated $226 million, a gain of 21%. Led by 


the sharp rise in agricultural production, GDP increased by 12% at current 
prices. 


Manufacturing, which accounts for about 12% of GDP in Madagascar, responded 
to the increased demand generated by the rise in incomes in the agricultural 
sector. Output as a whole is estimated to have increased some 20% during 
1974, and plants producing textiles, cement, soap and other products are 
reportedly operating at full capacity. Local production and imports fell 
considerably short of meeting the increased demand generated by the rise 

in agricultural incomes, however, adding fuel to inflationary pressures. 
Despite strict government price control measures, the cost of living is 
estimated to have increased 15-20% during the year. 


Government Policies of a Large State Role in the Economy Continue 


The Malagasy Government since 1972 has pursued a policy of asserting its 
control over all sectors of the economy. There has been a rapid enlargement 
of the role of government in the economy, with certain "vital sectors" now 
reserved for the state or state-dominated enterprises. These include 
banking, insurance, foreign trade, transport, energy, mining, pharmaceuti- 
cals, and movies. In line with these policies, the Government in 1973 
nationalized the rice trade and created a state enterprise, SINPA, which 
has taken over from the private sector the nationwide distribution of 
rice. Another state enterprise, SONACO, was created in 1973 to engage in 
import and export, and now has a monopoly on the import of a number of 
basic items, such as cement and edible oils. Additionally, the Government 
has taken over from foreign interests the principal electric and water 
companies, and has acquired a controlling interest in two of the four 


commercial banks operating in Madagascar and in enterprises involved in 
land and sea transport. 


Since mid-1974 there have been no major new initiatives toward further state 
participation in the economy, but the government. has moved to consolidate 
the initiatives taken earlier, and to improve the performance of the new 
state enterprises. At present, a program to develop and strengthen the 
traditional village councils in Madagascar, the Fokonolona, appears to be 


taking on increasing importance as a key element of the government's 
development strategy. 


Balance of Payments and Financial Difficulties 


Despite the encouraging rise in agricultural production, exports, and GDP 
during 1974, Madagascar's external payments position fell under great pres- 
sure. Owing to poor rice harvests in previous years, the Government was 
forced to import 140,000 tons of rice costing over $50 million. This, 
together with the tripled cost of petroleum imports and the general infla- 
tionary rise in the cost of imported goods, caused imports to soar from 
$188 million in 1973 to an estimated $291 million in 1974, a rise of more 


than 50%. Utilizing foreign borrowings, drawings on the IMF, and strict 
controls on "non-essential" imports, the Malagasy Government was able to 
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limit its loss of foreign exchange, but gross reserves fell from $63 million 
to $46 million during 1974. In May 1975 reserves stood at approximately 
940:' million, equal to about 1 & 1/2 months' imports. 


Government finances also deteriorated during 1974. Tax receipts, held 

down by the restrictions on imports of taxable goods and by tax relief 
measures granted in 1972 and 1973, rose less than 10%. Expenditures, 

despite efforts at austerity, including a sharp cutback on projected expenses 
for capital development, are estimated to have increased over 25%. As a 
result, the government was forced to resort to substantial deficit financing, 
with predictable inflationary effects. To cope with the Government's finan- 
cial difficulties’ Budget for 1975 projects continued austerity. Of total 
budgeted expenditures of some $310 million (from internal resources), 

$60 million is set aside for investment in development. Most of these 
capital funds are being committed to the Government's two top priorities: 
road construction to open up isolated regions and the expansion of rice 
cultivation. 


New Investment Limited, But May Pick Up 


New private investment in Madagascar during the past few years has been 
very limited, owing in large part to uncertainty in the business community 
concerning the extent of the state's eventual participation in the economy. 
Additionally, incentives in the Investment Code promulgated in 1973 have 
been inadequate to attract much interest. 


There are scattered signs, however, that investment may possibly pick up 
in some sectors. Several international mining companies are either 
negotiating with the Malagasy Government or considering the possibility 
of new mining ventures in Madagascar, while a group of American and 
Malagasy investors have proposed the construction of a major urea/ammonia 
fertilizer plant at Tamatave. Also, the Government in September 1974 
issued regulations permitting the remittance of profits and dividends 
under certain specified conditions. The Military Directory now governing 
Madagascar stated, in a communique issued April 11, 1975, that it is 
prepared "to collaborate with businessmen...who respect our objectives", 
but has yet to clarify its policy on private foreign investment further. 


Political and Economic Outlook 


In February 1975 the assassination of Col. Richard Ratsimandrava, the 
Malagasy Chief of State, by a small group of men from a mutinous police 
unit stimulated a good deal of negative publicity for Madagascar abroad. 

In Madagascar, however, the assassination was almost universally condemned, 
and there were no civil or political disturbances whatsoever in the 
country, apart from the swift suppression of the mutinous police unit 
involved under the leadership of the 18-man Military Directory which 
smoothly took power the night of the assassination. 


Since then the Military Directory has governed Madagascar with the same 
cabinet appointed by the assassinated former Chief of State. In foreign 
and domestic policy, it has continued the basic policy lines of the 
Malagasy Government since 1972, with new emphasis on decentralization of 
the government and on strengthening the fokonolonas, the rural village 
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councils, as the cornerstone of the government's rural development effort. 
Although further changes in the government may well occur, a radical 
break with the general policies pursued since 1972--including Malagasy 
economic nationalism and a large state role in the economy--is not forseen. 


In 1975 Malagasy balance of payments and fiscal difficulties should 
continue, with declining prices for several key exports (notably coffee) 
offset to a large extent by declining payments for rice imports. Given 
reasonably good weather, agriculture should continue a bright spot in 
the economy. The Government now projects that, as its agricultural 
development programs gain further momentum, the country will be self- 
sufficient in all important foodstuffs by 1977. Overall economic growth 
is expected to be modest, however, until major new investment in industry 
and mining is realized. Over the longer run Madagascar, with vast areas 
of arable but uncultivated land, a capable population, and considerable 
mineral wealth, has large potential to be a substantial exporter of 
foodstuffs, meat and fish products, and a variety of raw materials. 


IMPLICATIONS FOR THE UNITED STATES 
Opportunities for Sales of U.S. Products Better than Ever 


For U.S. exporters, the Malagasy Republic offers limited but worthwhile 
opportunities. What has in the past been one of the greatest obstacles 

to increased U.S. exports to Madagascar - - tariff preferences of 5-10% 
granted to imports from the European community - - are expected to be 
phased out soon with Madagascar's adherence to the new Convention of Lome. 
This will allow U.S. goods to enter on and equal tariff and import licen- 
sing footing with imports from all other countries. Moreover, the recent 
sharp depreciation of the dollar vis-a-vis the Malagasy franc (which is 
pegged to the French franc) and the currencies of Madagascar's traditional 
European trading partners has made most U.S. exports, for the first time, 
highly price-competitive in the Malagasy market. The dollar declined from 
$1.00=FMG 240 in September 1974 to $1.00=FMG 198 in late May 1975. 


In recent years the U.S. share of the market in Madagascar has averaged 
about 6%. In those fields where U.S. sales have been concentrated, how- 
ever, mainly aviation equipment and heavy construction and mining equip- 
ment, American products have predominated and enjoy an excellent reputation. 
At present the most promising fields for U.S. products in Madagascar 
include: (4) construction and mining equipment; (b) agricultural and 
livestock equipment and supplies; (c) boats and equipment for fisheries; 
(d) light machinery for food processing, textile, and metal-working 
industries; (e) and forestry and paper mill equipment. The market for most 
consumer goods in Madagascar is not good, since owing to its balance of 
payments difficulties, the Government severely restricts the import of 
"non-essential" goods. Import licenses for capital goods, spare parts, 

and machinery have been available without much difficulty, however. 


With the rapid enlargement of the Government's role in the Malagasy economy, 
U.S. export..s are encouraged to pay particularly close attention to 
Government agencies and government development programs as a potential 
market. According to a recent study, for example, state agencies now 
account for over 70% of the eventual market for agricultural equipment and 
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supplies in Madagascar. SONACO, the government import-export agency 
created in 1973, initially experienced some teething problems, but it has 
recently been reorganized and reportedly put on a sounder financial footing, 
and the Government evidently intends to ensure SONACO a steadily larger 
share of the country's import-export trade. 


Government and internationally-assisted development programs also offer 
opportunities for major sales of equipment. Foreign assistance to Mada- 
gascar, from the World Bank, the European Development Fund and others has 
been averaging nearly $20 million annually, the great majority of it 
devoted to road construction and agriculture. A new World Bank loan of 
approximately $30 million for road construction is expected to be signed 

in late 1975 or early 1976. Additionally, two-thirds of the Malagasy 
Government's own capital development budget, averaging some $50 million 
annually, is regularly earmarked for public works and agriculture. Indus- 
trial projects on the drawing boards which are expected to be realized 
within the next five years (with public or private capital or both) include: 
a new cement plant; a major paper pulp mill project; an urea/ammonia fertil- 
izer plant; and a sugar mill complex. 


Special Efforts Needed to Meet the Competition 


Despite the increasing price competitiveness of U.S. exports and the 
generally high reputation they enjoy in Madagascar, most importers and 
buyers still tend to be oriented toward traditional European suppliers and 
channels of trade. A special effort is therefore often required success- 
fully to enter the local market. Correspondence and descriptive materials 
should be in the French language, if at all possible; metric measurements 
are much preferred; and quoting prices c.i.f. rather than f.o.b. can often 
help secure new sales. Price is a key factor in the Malagasy market, to- 
gether with the availability of after-sale spare parts and service. Mala- 
gasy buyers usually tend to prefer economical or simpler models of equipment 
rather than more sophisticated or larger ones. 


The appointment of a local agent or distributor is usually essential in 
order to compete effectively. For one thing, Malagasy Government agencies 
strongly prefer to purchase from foreign firms which are represented locally 
and which are therefore better able to provide spare parts and service. 
Also, local representatives are particularly important for responding 
quickly to the many government tender announcements. Virtually all govern- 
ment tenders in recent years, including those open to international bidding, 
have gone with firms with at least an agent or representative in Madagascar. 


Climate for Foreign Investment Mixed 


Although the Malagasy Government has on several occasions declared its 
willingness to welcome investment which truly aids in the development of 
the country, the previous Government of Gen. Ramanantsoa (1972-Feb. 1975) 
seemed considerably more concerned with diminishing the importance of 
foreign-owned firms than in attracting new investment. The policy of the 
new Government on private foreign investment has not been spelled out in 
any detail, and may possibly prove to be more flexible in practice. But 
the current Investment Code is inadequate to attract much interest. In 
most sectors, there are no set rules for foreign investment, which is dealt 
with on a case-by-case basis. In the mining sector, the Government has 
declared a policy of requiring majority state ownership in all new ventures. 





This is not to say that a potential for mutually-beneficial investment 
may not exist in some sectors, notably in the mining and petroleum, where 
the Government has encouraged interest by foreign firms. Firms should 
proceed, however, only after detailed investigation and discussions in 
Madagascar with appropriate Government officials. Firms investigating 
possibilities in mining should be prepared to work in close partnership 
with the Government, with the latter having a controlling interest in 

any new ventures. 


The current value of U.S. investments in Madagascar is estimated to be 

just over $8 million, mainly in petroleum distributing facilities. These 
investments do not include approximately $50 million spent by several 

U.S. firms for oil exploration since the late 1960's. Although no exploit- 
able reserves of petroleum have yet been found in Madagascar, two U.S. 
companies have or share in prospecting concessions. During the past two 
years three other U.S. firms have explored possibilities of mining of 

coal and ilmenite (titanium). 
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